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With the continuous advancement of RMB internationalization, the importers and 
exporters in China will change the behaviour of choosing pricing currency for 
international trade, which will further impact exchange rate movements on import and 
export prices, and then influence the effect of expenditure switching, expenditure 
change and terms of trade, then effect the trade balance, domestic output and other 
economic variables, which also have an important impact on macroeconomic volatility 
and policy choice.Therefore,to study the choice of pricing currency, exchange rate 
pass-through and the macroeconomic effect has a strong theoretical and practical 
significance. 
Firstly, this paper thoericially studies the choice of pricing currency in 
international trade, and finds that the export price elasticity of demand, the market 
share of export commodities and the level of development of a country's financial 
market are important factors that affect the choice of pricing currency in international 
trade, which ic supported by empirical study based on country-specific data. Then, we 
use principal component analysis and build the index of PCP power of exporters in 
China, which has risen since the exchange rate formation mechanism reform. 
Secondly, based on the partial equilibrium model, the paper studies the exchange 
rate pass-through and the impact of exchange rate movement on trade balance, and 
further research on the impact of the pricing behavior on the two effects. Subsequently, 
we study empirically based on aggregated and industry data to validate the theoretical 
findings. The study finds that labor-intensive products in China has a large 
comparative advantage, able to transfer the larger part of the exchange rate risk to 
foreign consumers, but the technology-intensive goods and resource-intensive 
commodity in China do not have much PCP power, so China's total exports show the 
characteristics of weak PCP power. At the same time, exchange rate appreciation can 
reduce the trade surplus of labor-intensive goods, though the reduced effect is small; 















growing, and the trade deficit resource-intensive goods is shrinking, so as a whole, 
exchange rate appreciation can’t effectively reduce the trade surplus. In addition, in the 
case of exchange rate appreciation, when exporters PCP pricing power is higher, 
foreign consumers will take more risk of exchange rate, so their demand will decrease 
more, and the trade surplus (especially that of labor-intensive goods) will decrease 
more.  
Finally, based on the new open economy macroeconomics (NOEM) general 
framework, combined with the character of improvement trade, this paper builds up a 
stochastic general equilibrium (DSGE) model more in line with the status quo of 
China's economy. The simulation analysis shows that: (1) changes in exchange rates 
affects import and export prices rapidly, then passes to consumer price index, and 
affects the non-tradable goods price index lastly. (2)In the economies with 
improvement trade sector, the effect of appreciation on diminishing trade surpluses is 
limited. In addition, how the appreciation changes domestic output has a large 
uncertainty. (3)when the proportion of the export enterprises pricing to producters’ 
currency rises, the impact of the appreciation on the export price decreases, which on 
inflation, trade surplus and the domestic economy increase. 
The possible innovations of this paper can be expresses as follow: (1) China's 
exporters PCP power index that builded in this paper can be a substitution variable for 
RMB-denominated proportion of the exports, which can promote more in-depth 
research; (2) Based on supply and demand equilibrium model, this paper is the first 
attempt to study the impact of pricing currency on the exchange rate pass-through and 
the trade balance,also we develop the Marshall - Lerner condition; (3)This paper builds 
up a DSGE model with an improvement trade sector, and then do the simulation 
analysis based on China data, which can provide strong theoretical and simulation 
experience for understanding the dynamic impacts of exchange rate movement in the 
process of RMB internationalization. 
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